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Keeping on course for sustainable growth

n closing his Budget 2027 speech,

the prime minister reflected on

Homer’s Odyssey: Odysseus, the

central character in the story,

weathered storms and tempta-

tions, yet never lost his memory
of Ithaca. A nation, he said, must
know what our Ithaca is. For Malay-
sia,the answer is clear — a high-in-
come nation that has escaped the
middle-income trap, moved up the
value chain,and restored its fiscal
resilience.The fair question for the
fifth Madani budget is how faralong
are we on that journey.

The journey thus far

The fiscal deficit has narrowed
from 5.5% of gross domestic prod-
uct (GDP) in 2022 to 3.7% in 2025
and is projected at 3.3% for 2027,
despite an elevated fuel subsidy
bill towards RM40 billion. Federal
revenue for 2026 is now expect-
ed at RM363.6 billion, rising to
RM380.8 billion in 2027.

Debt is the harder leg.Our rev-
enue base remains narrow for a
country with high-income ambi-
tions despite federal debt project-
ed at 63.7% of GDP in 2027.

Compensation of employees
is still only at 33.9% of GDP — the
clearest sign that higher value
added has not translated into high
incomes for the rakyat,even with
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the 61% increase in approved in-
vestments from 2022 to 2025.

Boosting the

services economy
Historically, Malaysia’s growth
has been propelled by manufac-
turing and related sectors, but
services now account for about
55% of GDP and more than 60%
of total employment. Services is
where small and medium enter-
prises (SMEs) — which contribute
around 40% of GDP and employ
about half the workforce — are
heavily concentrated,and where
high-value jobs in finance, treas-
ury, regional headquarters, digi-
tal and professional services are
created.

Budget 2027 makes a targeted
intervention here. For applica-
tions received by the Malaysian
Investment Development Author-
ity from Jan 1,2027,the enhanced
Global Services Hub incentive tax-
es new companies at 5% on GSH
income, while existing hubs pay
15% up to or equal to the exist-

ing base income and 5%
above it,rewarding growth

The latter will see a signif-
icant upside here as their
base income was previ-
ously taxed at 24%. For a
hub earning RM120 million on a
RM100 million base, the tax bill
falls from about RM25 million to
RM16 million — before any Pillar
Two top-up,which large multina-
tionals will still pay at a blended
rate of roughly 13%.

The 15% base rate mirrors the
global minimum tax, anchoring
mobile service hubs and their
high-value jobs in Malaysia, much
as manufacturing incentives re-
tain investment tied to physical
assets.The incentive runs in five-
year blocks for up to 30 years, sub-

ject to performance requirements.

Treasury and fund manage-
ment already qualifies under the
GSH. Budget 2027 adds features
crucial to cash pooling: onshore
intermediaries receive a with-
holding tax exemption on interest
paid to non-residents and a full
stamp duty exemption on for-
eign currency loan agreements
between companies — benefits
also extended to the Johor-Sin-

gapore Special Economic Zone.

This revives,in narrower form, the

rather than mere presence.

exemptions of the past decade’s
standalone Treasury Management
Centre incentive.

Talent mobility is eased. DE
Rantau nomad pass holders are
allowed to stay and work remote-
ly in Malaysia for two more years,
and spouses of Category 1 Employ-
ment Pass holders are allowed to
work. To support the needs of a
rapidly ageing nation, the service
tax on elderly care has been re-
duced from 8% to 6%, helping fam-
ily members balance employment
and caregiving responsibilities.

To make Malaysia more attrac-
tive for investment, the full ex-
emption for Malaysian shipping
companies is extended to year of
assessment (YA) 2036,while incen-
tives for the meetings,incentives,
conferences and exhibitions sec-
tor are extended to YA2030.Stamp
duty on peer-to-peer financing
agreements is capped at RM10
from 2027 to 2030, replacing the
full exemption expiring at end-
2026.SMES gain a one-point rate
cut,to 14% on the first RM150,000
and 16% up to RM600,000 — worth
up to RM6,000 each for 300,000
businesses.

Smart compliance

The compliance moves are well
targeted. From YA2028,companies
other than SMEs may deduct sala-
ries only if wages are paid through
bank accounts via channels per-
mitted under the Employment
Act 1955. Compliant employers
bear no extra cost; however,every
ringgit spent on cash wages be-
comes non-deductible, effectively
increasing the cost of employing
undocumented workers by 24 sen
at the 24% corporate tax rate.The
tax system thus encourages com-
pliance with labour policy with-
out a new levy.

Similarly, the E-Commerce
Bill will hold platforms and on-
line sellers accountable, levelling
the field for local SMEs against
unregulated cross-border sell-
ers.Enforcement agencies receive
RM1.1 billion, and the Govern-
ment Procurement Act, in force
from 2027, requires disclosure
of contractors and contract val-
ues. Building on the e-invoicing
and stamp duty self-assessment
roll-out, these measures broad-
en the base by collecting what is
already due rather than raising
rates.Since August 2024, e-invoic-
ing has uncovered RM4.07 billion
of undeclared income from some
52,540 taxpayers and RM1.009 bil-
lion in additional tax.

Making the journey count
Turning these measures into last-
ing outcomes will not be with-
out challenges. Four moves would
make the journey more seamless.
First,the measures introduced
need to deliver. Malaysia has an-
nounced various incentives over
the years, but a gap remains be-
tween aspirations and outcomes.
The enhanced GSH incentive, the
outcome-based incentive frame-
work and the accompanying tal-
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ent-related measures should be
judged by results, rather than ap-
provals granted or tax forgone.
Success can be measured by its
ability to generate an economic
multiplier effect, growth in spe-
cialist roles held by Malaysians,
and increase in average wages in
incentivised companies.

Second, fix the revenue base
structurally. Businesses have ab-
sorbed successive tax measures
since 2022, from the removal of the
full foreign-sourced income ex-
emption and introduction of cap-
ital gains tax on unlisted shares
to a wider 8% service tax and a
2% dividend tax. The breathing
space provided in Budgets 2026
and 2027, alongside lower SME
tax rates and the enhanced GSH
incentive, is welcome.

Enforcement alone will not
close the revenue gap needed to
support Malaysia’s transition to
a high-income economy. Malay-
sia needs a digitalised tax sys-
tem, built on the Inland Reve-
nue Board’s e-invoicing roll-out,
and a medium-term road map
for consumption tax to carry a
greater share of revenue, reduc-
ing today’s heavy reliance on cor-
porate taxes. Having such digital
infrastructure will allow targeted
assistance to reach those most in
need efficiently.

Third, close the wage gap.Rais-
ing compensation of employees
from 33.9% of GDP requires a
stronger focus on outcomes meas-
urement, beyond just mandating
change alone — this applies to
incentives for automation, arti-
ficial intelligence (AI) adoption,
and upskilling. The additional
50% deduction for AI training can
be extended beyond micro,small
and medium enterprises to all
businesses and widened to cov-
er Al adoption expenditure.This
must be paired with sustained
investment in technical and voca-
tional education and training and
reskilling,alongside an enhanced
progressive wage programme.

Fourth, legislate for investor
certainty. Malaysia has the talent,
market access and institutional
capacity to be a regional mergers
and acquisitions hub, but lacks
specific tax rules for M&As and
qualifying corporate reorganisa-
tions. The proposed stamp duty
changes for a simpler and clearer
framework, supported by educa-
tion, is a step in the right direc-
tion.The carbon tax,now on hold,
needs a clear timeline and account
for green technology spending
allowance so exporters can plan
for the European Union’s Carbon
Border Adjustment Mechanism.

Like Odysseus,we knowwhere
Ithaca lies. Budget 2027 keeps the
nation on course for sustainable
growth.To reach our destination,
we must be diligent in improving
delivery,broadening the revenue
base, and boosting wages and
certainty. a

Steve Chia is tax leader at PwC
Malaysia
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